





























(C) The annual report must state that it was approved by the board of directors and
set forth the date of such approval, and must be attested to under penalty of perjury by an
authorized representative of the covered hospital or medical entity.

(2) The Attorney General is authorized and directed to establish and assess fees, to be
submitted with each annual report, to cover the costs of implementing and enforcing this section
and each activity authorized or required by this section.

(h) In addition to any other enforcement actions available under the law, and notwithstanding
any other provision of law, the Attorney General or any state taxpayer may bring or intervene in
a civil action for a violation of this section for the civil penalties authorized by paragraph (2) of
subdivision (c) of Section 12591.1, any other authorized civil fines or penalties, and appropriate
equitable relief.

(1) Appropriate equitable relief may include, but is not limited to, revocation of tax-
exempt status under Section 23701 of the Revenue and Taxation Code and revocation of
nonprofit corporate status. In the event a nonprofit corporation seeks to change its status to a
Jfor-profit corporation as a result of such revocation, the corporation shall be required to
distribute all of its charitable assets in accordance with their charitable purposes with the
approval of the Attorney General and:

(A) Section 5813.5 of the Corporations Code shall apply,

(B) In the event the nonprofit corporation operates or controls a health facility as
defined in Section 1250 of the Health and Safety Code, the provisions of Article 2 (commencing
with Section 5914) of Chapter 9 of Part 2 of Division 2 of Title 1 of the Corporations Code shall
apply; and

(C) If the provisions of Article 2 (commencing with Section 5914) of Chapter 9 of
Part 2 of Division 2 of Title 1 of the Corporations Code do not apply, Section 5913 of the
Corporations Code shall apply.

(2) Before filing an action under this section, a taxpayer shall give written notice to the
Attorney General of the alleged violation and the intent to bring suit. If the Attorney General
commences a civil action for the same alleged violation within 60 days of receiving the notice, a
separate action by the taxpayer shall be barred.

(3) A prevailing plaintiff in any action under this section is entitled to recover
reasonable attorneys’ fees and costs, including but not limited to expert witness fees.

(i) The exemptions from filing, registration, and reporting provisions set forth in Section 12583
shall not apply to the requirements of this section, which shall apply without restriction to all
charitable and nonprofit corporations that own, operate, or control, in whole or in part, covered
hospitals or medical entities.

() In order to qualify for and maintain tax-exempt status pursuant to Section 23701 of the
Revenue and Taxation Code, a nonprofit corporation that owns, operates, or controls, in whole
or in part, a covered hospital or medical entity shall comply with the requirements of this
section.

(k) Notwithstanding any other provision of law or any provision in a nonprofit corporation’s
charter or bylaws, the Attorney General may, to promote the purposes of this section, investigate
the affairs of and examine the books, accounts, records and files of the covered hospital or
medical entity and any nonprofit corporation that owns, operates, or controls, in whole or in
part, a covered hospital or medical entity, for the purposes of promoting compliance with this
section.



(1) Notwithstanding any other provision of law or any provision in a nonprofit corporation’s
charter or bylaws, the Attorney General may, to promote the purposes of this section, appoint
any person to serve as the Attorney General’s representative on the board of directors of any
nonprofit corporation that owns, operates, or controls, in whole or in part, a covered hospital or
medical entity, based on non-compliance with subdivisions (a) or (b) of this section; provided
that this subdivision shall not apply to a nonprofit religious corporation, as defined in Section
5061 of the Corporations Code, or a nonprofit foreign corporation, as defined in Section 5053 of
the Corporations Code.

(1) A person appointed to the board of directors under this subdivision shall serve for a
term of years set by the Attorney General and shall have all the rights, powers, and duties as
other members of the board of directors. At no time shall more than one person serve as a
representative of the Attorney General on any board based on noncompliance with this section,
but this subdivision shall not preclude the Attorney General from appointing other
representatives to any board for other reasons permitted by law.

(2) The Attorney General shall remove a person appointed to the board of directors
under this subdivision if the Attorney General determines that the appointment is no longer
reasonably necessary to achieve the purposes of this section. A nonprofit corporation may
petition the Attorney General to remove a person appointed to its board of directors and the
Attorney General shall grant such a petition if the appointment is no longer reasonably
necessary to achieve the purposes of this section. The Attorney General may promulgate
regulations governing the processing and approval and denial of such petitions.

(m) (1) Notwithstanding any other provision of law, this section shall apply to a hospital
administrator employed by a health care district organized pursuant to Chapter 1 of Division 23
of the Health and Safety Code (commencing with Section 32000), including a hospital
administrator who is designated as a chief executive officer, and to any person whose primary
duties at or for a hospital operated or licensed by a health care district are executive,
managerial, or administrative, provided, however, that subdivision () shall not apply to a health
care district.

(2) The compensation limits established by this subdivision apply irrespective of
whether the person exercising executive, managerial, or administrative authority with respect to
the organization is or was an employee of the health care district or any hospital operated or
licensed by a health care district. These limits shall apply to any person who exercises or
exercised such authority even if the arrangements for such authority or for compensation or both
are pursuant to a contract or subcontract. The compensation limits established by this
subdivision shall apply irrespective of whether the person who exercises or exercised such
authority is or was employed by a covered hospital or medical entity.

SEC. 4. Section 12588 of the Government Code is amended to read:

12588. The Attorney General may investigate transactions and relationships of
corporations and trustees subject to this article for the purpose of ascertaining whether or not the
purposes of the corporation or trust are being carried out in accordance with the terms and
provisions of Section 12586.3 or of the articles of incorporation or other instrument. He may
require any agent, trustee, fiduciary, beneficiary, institution, association, or corporation, or other
person to appear, at a named time and place, in the county designated by the Attorney General,
where the person resides or is found, to give information under oath and to produce books,



memoranda, papers, documents of title, and evidence of assets, liabilities, receipts, or
disbursements in the possession or control of the person ordered to appear.

SEC. 5. Section 12591.1 of the Government Code is amended and renumbered to read:

12591.1. (a) Except as provided in paragraph (2) of subdivision (c), Aany person who
violates any provision of this article with intent to deceive or defraud any charity or individual is
liable for a civil penalty not exceeding ten thousand dollars ($10,000).

(b) The Attorney General may issue a cease and desist order whenever the Attorney General
finds that any entity or person that is subject to the provisions of this article pursuant to Section
12581, or its agent, servant, or employee, has committed an act that would constitute a violation
of, or is operating in violation of, this article, or its implementing regulations, or an order issued
by the Attorney General, including, but not limited to, all of the following:

(1) Has refused or failed, after notice, to produce any records of the organization or to
disclose any information required to be disclosed under this article or Chapter 4 (commencing
with Section 300) of Division 1 of Title 11 of the California Code of Regulations.

(2) Has made a material false statement in an application, statement, or report required
to be filed under this article or Chapter 4 (commencing with Section 300) of Division 1 of Title
11 of the California Code of Regulations. 7

(3) Has failed to file a financial report, or has filed an incomplete financial report, that
is required by this article or Chapter 4 (commencing with Section 300) of Division 1 of Title 11
of the California Code of Regulations.

(4) Has engaged in any act prohibited pursuant to Section 12599.6.

(c) (1) The Attorney General may impose a penalty on any person or entity, not to exceed
one thousand dollars ($1,000) per act or omission, for each act or omission that constitutes a
violation of this article or Chapter 4 (commencing with Section 300) of Division 1 of Title 11 of
the California Code of Regulations. At least five days prior to imposing that penalty, the
Attorney General shall provide notice to the person or entity that committed the violation by
certified mail to the address of record at the Registry of Charitable Trusts. Penalties shall accrue,
commencing on the fifth day after notice is given, at a rate of one hundred dollars ($100) per day
for each day until that person or entity corrects that violation. Penalties shall stop accruing as of
the date set forth in the written notice provided by the Attorney General that the violation or
omission subject to penalties has been corrected or remedied.

(2) (A) A violation of subdivision (a) or (b) of Section 12586.3 is a serious offense
within the meaning of Sections 6511(a)(1) and 8511(a)(1) of the Corporations Code and is a
ground for forfeiture of corporate existence within the meaning of Sections 6511(a)(3) and
8511(a)(3) of the Corporations Code.

(B) The Attorney General may impose a civil penalty on any person or entity for each
act or omission that constitutes a violation of subdivision (a) or (b) of Section 12586.3, as
follows:

(i) For a violation with intent to deceive or defraud, a civil penalty not
exceeding two hundred thousand dollars ($200,000).

(ii) For any other first offense, a civil penalty not exceeding one hundred
thousand dollars ($100,000).

(iii) For any subsequent offense, a civil penalty not exceeding two hundred
thousand dollars (3200,000).



(C) Each instance in which the annual limitations established by subdivision (a) or (b)
of Section 12586.3 are exceeded for any single individual shall constitute a separate violation
for purposes of this paragraph, such that multiple violations may occur and multiple fines may
be imposed if more than one individual receives excessive compensation in a particular year or
if a single individual receives excessive compensation in more than one year.

(d) If the Attorney General assesses penalties under this section, the Attorney General may
suspend the registration of that person or entity in accordance with the procedures set forth in
Section 999.6 of Title 11 of the California Code of Regulations. Registration shall be
automatically suspended until the fine is paid and no registration shall be renewed until the fine
is paid.

(e) Any person or entity that the Attorney General has filed an action against pursuant to this
section may request a hearing to review that action in accordance with the procedures set forth in
Chapter 15 (commencing with Section 999.1) of Division 1 of Title 11 of the California Code of
Regulations and rules adopted by the Attorney General. Any request for hearing shall be made
within 30 days after the Attorney General has served the person with notice of the action. That
notice shall be deemed effective upon mailing.

(f) The Attorney General may apply to a superior court of the State of California for relief, and

. the court may issue a temporary injunction or a permanent injunction to restrain violations of this
chapter, appoint a receiver, order restitution or an accounting, or grant other relief as may be
appropriate to ensure the due application of charitable funds. Those proceedings shall be brought
in the name of the state.

(g) All penalties paid to the Attorney General pursuant to this section shall be used by the
Department of Justice in accordance with the provisions of Section 12586.2.

(h) Any offense committed under this article involving a solicitation may be deemed to have
been committed at either the place at which the solicitation was initiated or at the place where the
solicitation was received.

(i) Any person who violates only subdivision (c), (d), (e), or (f) of Section 12586.1 shall not be
liable for a civil penalty under subdivision (b) if the person (1) has not received reasonable notice
of the violation and (2) has not been given a reasonable opportunity to correct the violation. The
Attorney General shall notify in writing a person who violates only subdivision (c), (d), (e), or (f)
of Section 12586.1 that he or she has 30 days to correct the violation.

(j) The recovery of a civil penalty pursuant to this section precludes assessment of a late fee
pursuant to Section 12586.1 for the same offense.

SEC. 6. Section 12596 of the Government Code is amended to read:

12596. Any action brought by the Attorney General against trustees or other persons
holding property in trust for charitable purposes or against any charitable corporation or any
director or officer thereof 7o enforce the terms of section 12586.3 or to enforce a charitable trust
or to impress property with a trust for charitable purposes or to recover property or the proceeds
thereof for and on behalf of any charitable trust or corporation, may be brought at any time
within ten (10) years after the cause of action shall have accrued.

SEC. 7. Section 9230 of the Corporations Code is amended to read:



9230. (a) Except as the Attorney General is empowered to act in the enforcement of
the criminal laws of this state, and except as the Attorney General is expressly empowered by
subdivisions (b), (c), and (d), and Section 12586.3 of the Government Code, the Attorney
General shall have no powers with respect to any corporation incorporated or classified as a
religious corporation under or pursuant to this code.

(b) The Attorney General shall have authority to institute an action or proceeding under
Section 803 of the Code of Civil Procedure, to obtain judicial determination that a corporation is
not properly qualified or classified as a religious corporation under the provisions of this part.

(c) The Attorney General shall have the authority (1) expressly granted with respect to any
subject or matter covered by Sections 9660 to 9690, inclusive; (2) to initiate criminal procedures
to prosecute violations of the criminal laws, and upon conviction seek restitution as punishment;
and (3) to represent as legal counsel any other agency or department of the State of California
expressly empowered to act with respect to the status of religious corporations, or expressly
empowered to regulate activities in which religious corporations, as well as other entities, may
engage.

(d) Where property has been solicited and received from the general public, based on a
representation that it would be used for a specific charitable purpose other than general support
of the corporation’s activities, and has been used in a manner contrary to that specific charitable
purpose for which the property was solicited, the Attorney General may institute an action to
enforce the specific charitable purpose for which the property was solicited; provided (1) that
before bringing such action the Attorney General shall notify the corporation that an action will
be brought unless the corporation takes immediate steps to correct the improper diversion of
funds, and (2) that in the event it becomes impractical or impossible for the corporation to devote
the property to the specified charitable purpose, or that the directors or members of the
corporation in good faith expressly conclude and record in writing that the stated purpose for
which the property was contributed is no longer in accord with the policies of the corporation,
then the directors or members of the corporation may approve or ratify in good faith the use of
such property for the general purposes of the corporation rather than for the specific purpose for
which it was contributed.

As used in this section, “solicited from the general public” means solicitations directed to
the general public, or to any individual or group of individuals who are not directly affiliated
with the soliciting organization and includes, but is not limited to, instances where property has
been solicited on an individual basis, such as door to door, direct mail, face to face, or similar
solicitations, as well as solicitations on a more general level to the general public, or a portion
thereof, such as through the media, including newspapers, television, radio, or similar
solicitations.

(e) Nothing in this section shall be construed to affect any individual rights of action which
were accorded under law in existence prior to the enactment of Chapter 1324 of the Statutes of
1980.

As used in this section, “individual rights of action” include only rights enforceable by
private individuals and do not include any right of action of a public officer in an official
capacity regardless of whether the officer brings the action on behalf of a private individual.

(f) Nothing in this section shall be construed to require express statutory authorization by the
California Legislature of any otherwise lawful and duly authorized action by any agency of local
government.

10



SEC. 8. Section 17206.2 is added to the Business and Professions Code as follows:

17206.2. (a) This section shall apply to a corporation operated for profit under
Division 1 of Title 1 of the Corporations Code (commencing with section 100), and shall apply to
a foreign corporation with respect to any covered hospitals owned or operated by that
corporation for profit within the State.

(b) Notwithstanding any other provision of law, the board of directors of a corporation that
owns, operates, or controls, in whole or in part, a covered hospital shall ensure that no person
whose primary duties at or for a covered hospital are executive, managerial, or administrative
receives total annual compensation from any source for work performed or services provided at
or for the covered hospital that is greater than the annual salary and expense allowance of the
President of the United States as set forth in Section 102 of Title 3 of the United States Code.

(1) “Covered hospital” means a hospital that is operated for profit and that is licensed
under subdivisions (a) or (b) of Section 1250 of the Health and Safety Code.

(2) “Total annual compensation” shall mean have the meaning set forth in subdivision
(a) of Section 12586.3 of the Government Code. Subdivisions (d) and (e) of Section 12586.3 of
the Government Code shall apply to the determination of total annual compensation.

(c) Notwithstanding any other provision of law, the board of directors of a corporation that
owns, operates, or controls, in whole or in part, a covered hospital or medical entity shall ensure
that the total value in the aggregate of the compensation or payments authorized or paid under a
severance or similar post-service or post-employment arrangement for any person who formerly
had primary duties at a covered hospital or medical entity that were executive, managerial, or
administrative does not exceed the annual salary and expense allowance of the President of the
United States as set forth in Section 102 of Title 3 of the United States Code. The value of the
severance or similar post-service or post-employment arrangement shall be determined pursuant
to subdivision (b) of Section 12586.3 of the Government Code.

(d) A covered hospital shall comply with subdivision (f) of Section 12586.3 of the Government
Code.

(e) A covered hospital shall comply with subdivision (g) of Section 12586.3 of the Government
Code.

) (1) In addition to any liability for a civil penalty pursuant to Section 17206, a
corporation that violates subdivisions (b) or (c) shall be liable for an additional civil penalty for
each violation as follows:

(A) For a violation with intent to deceive or defraud, a civil penalty not exceeding
two hundred thousand dollars (3200,000).

(B) For any other first offense, a civil penalty not exceeding one hundred thousand
dollars (3100,000).

(C) For any subsequent offense, a civil penalty not exceeding two hundred thousand
dollars ($200,000).

(2) Each instance in which the annual limitations established by subdivisions (b) or (c)
are exceeded for any single individual shall constitute a separate violation for purposes of this
section, such that multiple violations may occur and multiple fines may be imposed if more than
one individual receives excessive compensation in a particular year or if a single individual
receives excessive compensation in more than one year.

(3) The civil penalties set forth in this subdivision are cumulative of any other relief
available for a violation of this section pursuant to any other provision of law.
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(g) (1) Notwithstanding any other provision of law, an action for injunctive relief to enjoin
a violation of this section or to recover the civil penalties provided for in subdivision (f) may be
brought by the Attorney General or by any person acting for the interest of itself, its members, or
the general public, irrespective of whether the person has suffered injury in fact or lost money or
property as a result of the violation.
(2) A prevailing plaintiff in any action under this section is entitled to recover
reasonable attorneys’ fees and costs, including but not limited to expert witness fees.

SEC. 9. Amendment

Pursuant to subdivision (c¢) of Section 10 of Article IT of the California Constitution, this
act may be amended either by a subsequent measure submitted to a vote of the people at a
statewide election; or by statute validly passed by the Legislature and signed by the Governor,
but only if consistent with, or to further the purposes of, the Hospital Executive Compensation
Act of 2016.

SEC. 10. Competing Measures

In the event this measure and another measure that limits maximum compensation for
executives, managers, or administrators at some or all covered hospitals and medical entities
shall appear on the same statewide ballot, the provisions of the other measure or measures shall
be deemed to be in conflict with this measure. Another measure that regulates charity care or
discounted services that hospitals must provide or that limits prices hospitals may charge for all
health care services or items shall not be deemed to be in conflict with this measure. Another
measure shall not be deemed to be in conflict with this measure solely because it amends one or
more of the sections of the Government Code or Corporations Code amended by this measure.
In the event this measure receives a greater number of affirmative votes than a measure deemed
to be in conflict with it, the provisions of this measure shall prevail in their entirety, and the other
measure or measures shall be null and void.

SEC. 11. Severability

It is the intent of the People that the provisions of this act are severable and that if any
provision of this act or the application thereof to any person or circumstance is held invalid, such
invalidity shall not affect any other provision or application of this act that can be given effect
without the invalid provision or application.

SEC. 12. Legal Challenges

Notwithstanding any other provision of law, if the State, government agency, or any of
its officials fail to defend the constitutionality of this Act, following its approval by the voters,
any other government employer, the proponent, or in his or her absence, any citizen of this State
shall have the authority to intervene in any court action challenging the constitutionality of this
Act for the purpose of defending its constitutionality, whether such action is in trial court, on
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appeal, and on discretionary review by the Supreme Court of California and/or the Supreme
Court of the United States. The fees and costs of defending the action shall be a charge on funds
appropriated to the Attorney General, which shall be satisfied promptly.
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